Using KLD data on more than 900 company's performance over a nine year period in seven areas of corporate social responsibility (environment, community, corporate governance, diversity, employee relations, human rights, and product quality), this research note re-tests Michelon et al. (2013) proxies for prioritization and strategic approaches to CSR. The results show that, when a company pursues CSR initiatives that are linked to stakeholder preferences and allocates resources to these initiatives in a strategic way, the positive effect of its CSR initiatives on financial Corporate Performance (CP) strengthen. The analysis of KLDs' variance and top tiers is thus proposed as a parsimonious way to measure when companies link their CSR initiatives to salient stakeholder preferences and undertake the corporate social actions that are ultimately relevant to the company's strategy and financials.
Introduction
The link between corporate social responsibility (CSR) and company financial performance (CP) has gained the attention of academics for a very long time, across different disciplines and methods. In their seminal work, Porter and Kramer (2006) proposed that the economic objectives of the firm and the objectives of CSR initiatives do not need to separate and distinct. Instead of focusing on the "tension between business and society," companies should understand the interdependence between the two and anchor CSR initiatives in their company-specific strategies and activities.
Following this framework, Michelon et al. (2013) empirically examined whether CSR initiatives have a greater impact on company financial performance if the company prioritizes its CSR initiatives and channels resources to these initiatives in a strategic way than if it approaches CSR based on generic rationales that all stakeholder initiatives are equally preferable and targetable. Their analysis, based on a sample of 188 best corporate citizens over a three-years period in seven areas of corporate social responsibility (namely: environment, community, corporate governance, diversity, employee relations, human rights, and product quality), showed that, when a company pursues CSR initiatives with the strongest priority and, overall, records better social outcome than other companies, the positive effect of its CSR initiatives on CP strengthens in terms of both market-based and accounting-based measures of performance. The main conclusion of that study is that best corporate citizens benefit better performance when they link their CSR initiatives to the likely preferences of their most salient stakeholders (prioritization approach to CSR) and undertake the corporate social actions that are relevant to the company's strategy (strategic approach to CSR). In other words, whether the firm's stakeholders have been identified and prioritized in their salience, the firm should link its CSR initiatives to the preferences of the most salient or the more relevant groups of stakeholders.
One limitation of the above study is in the fact that it relies only on best corporate performers and the extent to which the same relationship between CSR and CP holds for all companies across industries and time is ultimately an empirical question. The purpose of this study is to build on the work by Michelon et al. (2013) to provide further evidence about the CSR-CP link along the lines of those researchers (McWilliam and Siegel, 2001; Sen and Bhattacharya, 2004; Melo and GarridoMorgado, 2011) who have argued that only by channeling a firm's CSR initiatives to strategic objectives, directors and top executives can strength the firm's long-term competitiveness and CP.
In our analysis, the evidence on the positive financial performance effects of prioritization and strategic approaches to CSR is much stronger than in the previous exploratory attempt ( Michelon et al., 2013) . Furthermore, we propose improved proxies for capturing prioritization and strategic approaches as well as additional tests showing insights on how the strategic approach to CSR-related issues is likely to be related to the nature of the business, such as membership to environmentally sensitive industries. The evidence further suggests that the positive effects in the CSR-CP relationship hold also after the financial crisis (especially for the strategic approach); and, finally, show that the variables of interest tend to deploy their stronger effects if used as complements and not substitutes, especially when managers deal with internal stakeholders such as shareholders (governance) and employees.
Indeed, managing the CSR initiatives of the firm in terms of doing things better than, and differently from competitors, can contribute to competitive success in the same way that other aspects of competitive strategy do (Porter and Kramer, 2006) . By linking the CSR initiatives to the likely preferences of the stakeholders and channeling company CSR resources to objectives favored by top management and directors, companies can ensure that their corporate capabilities will be particularly suited to helping create value for the stakeholder groups whose salient needs they are trying to address (Ruf et al., 2001 ). The implications of our studies are discussed in the conclusions of the paper.
Extension of the previous study
Despite being one of the most highly researched areas in empirical managerial studies, the CSR-CP relationship in terms of companies' social actions toward specific stakeholder groups has always faced serious methodological issues. First, stakeholders' salience is mainly measured trough CEO survey (Mitchell et al., 1997) and thus it bears the risk of being highly subjective; second, corporate social responsibility is often outlined in long and qualitative sustainability reports (i.e. the Global Reporting Initiative guidelines) which need to be content analyzed; third, firmlevel decisions on CSR initiative are rarely taken at a governance level and often appear very disconnected and fragmented (Porter and Kramer, 2006) ; and, fourth, corporate social responsibility information are often hand-collected and screened by independent bodies (i.e. the KPMG CSR survey) in order to be treated for their positive or negative outcome with limited or no comparative analysis across corporations.
According to Porter and Kramer (2006) , when companies approach CSR in this way, they "discover that CSR can be much more than a cost, a constraint, or a charitable deed-it can be a source of opportunity, innovation and competitive advantage". In other words, they claim that when managers and directors are able to prioritize their social agendas in order to achieve greater social impact, the effect of CSR on corporate financial performances will be positive.
To gain a better understanding of the nature of the CSR-CP relationship, Michelon et al. (2013) 
Research Method

Sample selection
We base our analysis on a sample of US firms over the period [2003] [2004] [2005] [2006] [2007] [2008] [2009] [2010] [2011] . We retrieve CSR data from the KLD database while we compute corporate performance data from Compustat. Although we start from are more than 20,000 observations resulting from the merge of Compustat and KLD, we lose 2,861 firm-years' observations where there is missing data for computing the full set of corporate performance measures and the control variables. Furthermore, in order to ensure that our results are not driven by changes in the coverage of firms by KLD, we restrict our analysis to a balanced panel of firms that are covered each year of the period considered. We end up with 8,910 firm-year observations, for 990 unique firms over the period [2003] [2004] [2005] [2006] [2007] [2008] [2009] [2010] [2011] which are simultaneously covered by both datasets along the nine years considered in the study.
Measures of corporate performance (CP)
Following Michelon et al. (2013) , we measure company's performance in terms of short-term accounting-based measures, long-term accounting-based measures, and market-based measures. For accounting-based measures, we consider EBITDA, Capital Expenditure, and Intangibles. For the market-based measure, we select companies' market value at the end of each of fiscal year. We use both concurrent and leading performance data in our main analyses.
Measurement of Corporate Social Performance (CSP)
The independent variables used in this study are the seven areas of stakeholder management on which KLD rates company's CSR initiatives: environment, community, corporate governance, diversity, employee relations, human rights, and product quality and safety. As KLD ratings indicate the presence of strengths and weaknesses in each of the seven areas of CSR (Mattingly and Berman, 2006) , a low rating is indicative of weakness or the absence of strength, while a high rating indicates the presence of positive activity toward a stakeholder group and the absence of weaknesses.
Measures of strategically prioritized CSR activities
While we follow Michelon et al. (2013) in their spirit of measuring strategically prioritized CSR activities, we do bring an important innovation, in that we calibrate our measures on the industry to which each company belongs. Indeed, a company that prioritizes its CSR initiatives to the likely preferences of the stakeholders (captured by greater emphasis on some areas of CSR than others) and then uses CSR resources strategically to pursue those CSR objectives (reflected by superior relative score in some areas of CSR than others), will most likely do so benchmarking itself with the industry peers. Thus, given that we have great variability across industries which was very limited in Michelon et al. (2013) setting of the 100 best corporate citizens, we consider prioritization of stakeholders as well as the strategic approach to CSR as driven by the type of industry in which the firm is operating.
We follow Michelon et al. (2013) and we measure the extent to which a company prioritizes its CSR initiatives by considering the variance in each company's CSR rating related to the seven areas in each of the 9 years. We create a dummy variable for "priority" equal to 1 if the variance of each firm is greater than the industry (defined following the two-digits SIC codes) average variance in each year and 0 otherwise. This measure aims at capturing whether CSR initiatives are selectively linked to its stakeholders' preferences.
Next, to measure whether a company adopts a strategic approach to CSR in each of the areas covered by the KLD dataset, we consider the mean score for each of the seven areas of CSR for all the companies within each industry (defined following the two-digits SIC codes) in each year. If a company's score is higher than the overall mean for a given year/industry for a specific area of CSR, we classify the company as addressing the demands of that stakeholder group in a strategic way. Accordingly, a dummy variable "strategic" is created, and companies are given a value equal to 1 if a company's score is higher than the overall industry-year mean and 0 otherwise. Seven dummy variables, one for each area of CSR, are created in this way.
Although these measure still suffer from limitation, we argue that they do capture the core of strategically prioritized CSR activities and are aligned with approaches previously used (Wang and Choi, 2010) . Table 1 provides a summary of variables definitions.
Modeling the Effect of Strategically Prioritized CSR
Following Michelon et al. (2013), we run the following models with year and industry fixed effects and panel-corrected standard errors assuming within-unit homoscedasticity:
(1)
We also take care of the simultaneity in the CSR-CP relationship by considering a lagged effect, in which strategically prioritized CSR measures at time t are regressed on company performance during time t+1, as follows:
We include size as control variables based on the recommendations and findings of previous researchers (McWilliams and Siegel, 2000; Coombs and Gilley, 2005; Choi and Wang, 2009) . We measure firm size by the natural logarithm of the sales. Our models also take into consideration industry and year fixed effects.
Next, in order to examine the effect of strategically prioritized CSR activities on CP, we use moderated multiple regressions, run with year and industry fixed effects and panel corrected standard errors. We specified the following models to test this relationship:
Where i,t indicate, respectively, firm and year observations; company performance is measured by EBITDA, market value, capital expenditure, and intangible assets;
priority is a dummy variable that indicates whether the CSR initiatives of the company are linked to stakeholder preferences; CSR is the KLD ratings in the areas of community, governance, diversity, employees, environment, human rights, and product; Strategic is a dummy variable that indicates whether the company channeled its CSR resources to CSR initiatives in a strategic way in the seven areas of CSR; size is a logarithmic transformation of sales. Table 2 reports descriptive statistics and correlations for the variables included in the study. The characteristics associated with the companies included in the sample are reported in terms of the average EBITDA, market value, capital expenditures and intangible assets. Also included in Table 2 are the CSR performance ratings of companies in the sample. On average, companies perform better with issues involving diversity (mean=0.27), community relations (mean=0.08), and environment ratings on diversity, employee relations and environmental issues show the largest variance, while human rights and community ratings have the lowest variance. Table 2 about here . Table 3 about here Table 4 . Table 4 about here
Results
The coefficient for Priority, which measures the attempt of firms to link the (Table 5) , although the association between prioritization of stakeholders' needs and CP is less noticeable as seven coefficients (out of twenty) become insignificant. On the other side, the moderating effects of the strategic allocation of CSR resource hold very well and support the idea that stakeholders relationship have a persistent effect on company performance (Choi and Wang, 2009 ).
------------------------------Insert Table 5 about here ------------------------------Additional tests
We perform three additional tests aimed at providing further insights into the CSR-CP relationship.
The first test aims at providing an insight into the so called environmentally sensitive industries, where exposure to public pressure for the safeguard of the environment is particularly high, because of the concerns of the general public, political bodies as well as regulatory agency (Cho and Patten, 2007) . Following Cho and Patten (2007) , we separated firms that operate primarily in environmentally sensitive industries (ESI) from those that do not (non-ESI). ESI firms are defined as companies with a two-digits SIC code equal to: 13 (oil exploration), 26 (paper), 28 (chemical and allied products), 29 (petroleum refining), 33 (metals), 10 (mining) or 49 (utilities). We expect that a strategically prioritized approach to the environment will have a greater effect for ESI than non-ESI firms. We thus run equation 3 separately for ESI and non-ESI firms. Results are reported in Table 6 .
------------------------------Insert Table 6 about here ------------------------------
The coefficient for Priority, which measures the attempt of firms to link the firm's CSR initiatives to the likely preferences of the stakeholders, is positively associated with EBITDA and market value for both ESI and non-ESI firms.
Nevertheless, the coefficients of priority for ESI firms present a greater magnitude than for non-ESI. When performance is measured as EBITDA, the main effect (environment) is negative and significant for ESI firms, while it is still negative but not significant for non-ESI firms. When performance is measured as capital expenditure, we find a significant and negative coefficient for the main effect (environment) and a significant and positive coefficient for the moderating effect (environment*strategic) for both ESI and non-ESI firms, but for ESI firms the coefficients are much greater in absolute value. This evidence points towards the fact that the process of prioritization and strategic approach in relation to environmental-related CSR activities strengthen the CSR-CP relationship more in ESI than non-ESI firms.
In the second analysis, we look at whether the relationship between strategically prioritized CSR activities and CP was affected by the financial crisis that started in 2007 with the liquidity shortfall of the banking system. During the financial downturn, stock indexes fell, various financial institutions collapsed, unemployment grew. Under these circumstances, companies might either restrict their investment on CSR as it generates costs (Orlitzky et al. 2003) or else use CSR to foster further their CP. Therefore it is unclear whether our evidence is somewhat biased by the happening of the financial crisis that has raised concerns over the role of businesses in the society, the corporate governance models of firms, the welfare of thousands of employees as well as undermined customer trust in well respected brands. For this reasons, we run equation 3 separately in the pre-crisis period (2003) (2004) (2005) (2006) and in the post-crisis period (2007) (2008) (2009) (2010) (2011) for four of the seven CSR areas: community, governance, employee and product, which we believe were the most affected by the unfolding of the crisis. Table 7 presents the results of this analysis.
------------------------------Insert Table 7 about here ------------------------------
While running the regression separately for the pre and post crisis period does not qualitatively lead us to falsify our previous results, we do still notice that the effect of prioritization on CP is generally attenuated in the post crisis period (eight of the sixteen coefficients are not significant, although positive). On the other side, the moderating effect of a strategic use of CSR resources seems to hold well also after the crisis: only three of the sixteen interaction coefficients are not significant. This analysis suggests that despite the negative forces played by the financial crisis over corporate performance, a strategically prioritized approach to CSR seems to strengthen the CSR-CP relationship.
In our third test we acknowledge that prioritization and a strategic approach to CSR are not independent strategies, and that they can either work as complements or substitutes. Therefore we run the model descripted by equation 3 separately for those companies that prioritize vs. those that do not, for three CSR areas: community, governance and employee, where prioritization was found to have a strong effect on CP. Table 8 presents the results. For companies that do not prioritize, the main effect of the CSR area is significant in seven cases out twelve, but despite its significant, it is always negative, suggesting that for companies that do not prioritize between stakeholders need, the CSR-CP relationship is not present, or worse negative. In all cases where the main effect is significant and negative, the moderating effect is also significant and positive, suggesting that a strategic use of CSR resources can counterbalance the negative effect of non-prioritizing among stakeholders' preferences. For companies that do prioritize, the evidence is not straightforward. In the case of community-related CSR activities, the main effect is positive and significant for EBITDA, market value and intangibles, but there is no support for a significant interaction effect. We interpret this evidence as a signal that a strategic approach to community related CSR activities is a substitute, or at least, not a complement to prioritization of stakeholders' preference in affecting the CSR-CP relationship. Nevertheless we find that the opposite is true when we consider governance and employee-related CSR activities. Here the moderating effect is positive and significant in six out of eight cases, suggesting that the strategic use of CSR resources is adopted together with prioritization of stakeholders' preference to affect the CSR-CP relationship. Table 8 
about here ------------------------------
Discussion & Conclusion
To gain a better understanding of the nature of the CSR-CP relationship, this study examined CSR initiatives in terms of strategic choices that companies make and pursue based on the assumption, well supported in literature, that stakeholders are not all equally important in a specific time-framework or industry and strategic settings. Accordingly, managers interested in optimizing their CSR initiatives, in term of overall contribution of CSR to CP, are called to design their CSR initiative according to the most relevant and salient stakeholder preferences.
In our results the evidence on the positive effects of prioritization and strategic approaches to CSR is much stronger than in the previous exploratory attempt ( Michelon et al., 2013) . This result was not obvious, considering the sensible increase in the number of companies tested and in the number of years observed, as well as the extension beyond best CSR performers.
Furthermore, the improved proxies tested in this research note for capturing prioritization and strategic approaches as well as our additional tests show insights on how the strategic approach to CSR-related issues are likely to be related to the nature of the business, such as membership to environmentally sensitive industries.
Moreover we provide evidence of positive effects in the CSR-CP relationship also after the financial crisis (especially for the strategic approach); and, finally, we show that our variables of interest tend to deploy their stronger effects if used as complements and not substitutes, especially when managers deal with internal stakeholders such as shareholder (governance) Given these results, we believe the proposed proxies represent a parsimonious way to observe the outcome of important strategic decisions managers are called to make about how to approach CSR in a timely and effective manner. The results indicate that companies whose CSR activities are prioritized have superior financial performance and that the process of prioritization together with the strategic approach adopted by the firm strengthens the CSR-CP relationship.
The fact that the coefficients of the seven CSP areas themselves were often negatively when associated to CP, while the interaction effect with the strategic proxy was positive, suggests that, in the absence of strategic approaches, participating in social issues in general and not strategic terms leads to diminished financial outcomes. Accordingly, when implementing CSR initiatives, managers will see the largest impact (in term of both CSP and CP) if they channel their CSR resources in terms of strategic objectives related to the most salient stakeholder needs.
The evidence provided in this study has important implications for both managers and regulators. For managers, the findings suggest that, even though social investments made in any stakeholder domain may temporally pay in form of improved visibility, only prioritized and strategic oriented social investments are likely to impact on financial performance. On the opposite side, companies that ignore CSR initiatives aimed toward those stakeholder groups which are progressively becoming more relevant for the success of their business model may be penalized in the form of poor performance. Any social investment and initiative should thus be the outcome of accurate strategic planning in order to move from venture philanthropy to the generation of shared value between key stakeholders and shareholders. For regulators, this research stresses the difficulties in proposing broad and comprehensive multi-stakeholder disclosure policies. Successful companies leverage on the flexibility of their decision-making and target a stakeholder management, which varies over time, industries and companies' size. Any social or sustainability guideline should thus empathize an up-front screening of the most relevant stakeholder relationships and encourage managers to highlight and share with external audiences which aspects of their business model, in any specific given time, can be source of both: social value for all stakeholders and financial value for markets, tax authorities, employees, suppliers and other primary stakeholders. Social guidelines will better fit companies and communities needs if and when they require broad stakeholder reporting together with selected CSR investments plans and prioritized CSR agendas.
While this study reinforced the hypothesis that a strategic path to CSR is visible in the most known and studied CSP data (the KLD dataset, investigated in its largest version), the topic warrants additional investigation. First, future research could further disentangle what the proxies of prioritization and strategic approaches capture. Second, specific studies should move beyond correlating broad measures of a company's CSR initiatives with CP by examining direct measures of firm-level corporate social actions in order to better clarify the CSR decision-making process able to benefit both society and business. 
